Abstract
Introduction
Property tax in the Republic of Serbia represents a nominal tax since it is not paid from the property substance, but from the taxpayers'means (Lovčević, 1997, p. 116) .It is usually, but not always, a local tax, based on the property value determined at annual level for both natural and legal persons. Given the fact that it can provide a stable source of income, it is particularly appealing to local governments and plays an important role in the decentralization of state power and the autonomy of the local government units.
In practice, the tax is considered to be an instrument for securing necessary budget funds, but it is also used for achieving other goals (Kulić, 2009, p. 43) . According to taxation principles, it needs to be large enough to cover local government expenses, as well as sufficiently flexible to quickly adapt to all changes in terms of its increase or decrease for the purpose of obtaining a balanced budget.
The tax reform in the Republic of Serbia should be viewed in the context of the harmonization of its system of public revenue to European Union standards. Many global studies have documented a discrepancy between an administrative practice and legally established standards (Fisher, Fairbanks, 1967, p. 48) . In order for this tax to become one of the essential sources of financing local governments on long term basis, the first step is to change the legal framework.Unless the tax structure is made simple enough togain trust of taxpayers and to allow an efficient administration, the sole reform does not mean much and is doomed to fail (Almy, 2013, p. 61) .
In its basis, a tax reform generally means the change of taxpayers'and tax authorities'conduct. It is much more profitable when people voluntarily accept to follow regulations, than to force them to do so using unpopular measures to ensure compliance with law. Property tax proponents have advocated for a long time its reformin order to reach its highest potential (Rozner, 2009, p. 1) . The best practice of both administrative and political tax reform has already been identified; however, due to specific nature of local government units, it does not mean that this practice could be successfully implemented inall of them, although some of its general rules could be used as guidelines for an efficient property taxation.
The tendency of the state government to influence the change of the local tax regime may have impact on the firmly established wholeness of the political system, even in stable political conditions (Youngman, 2006, p. 2) . Therefore, the comparative analysis of successful and less successful international property tax reforms are of great significance for assisting the countries in the attempt to revise their own tax systems or are pressured to make fundamental changes in that context in near future. The challenges that a tax reform brings cannot be resolved in a short run, but rather require the preparation of strategic solutions which are specific for different countries (Norregaard, 2013, p. 34) .
The most frequent problems related to tax reform are: the lack or incompleteness of information related to the actual facts which leads to incorrect calculation of the tax basis, insufficient financial and human resources and inadequate administrative capacity for an efficient implementation of reform activities (Rosengard, 2012, p. 14) . The justifications for launching a tax reform that would unquestionably improve fiscal performance are social equality, economic efficacy and administrative cost effectiveness.
With the adoption of the Law on local government finance, the property tax became the principal revenue for the local level of government, while the jurisdiction for its administration was awarded to local tax departments. Since the deadline for taking over this jurisdiction was January 1 st , 2009, in this paper the authors will present the most significant reform outcomes which have marked a decade of the work of local tax administrations.
Qualitative aspects of initial property tax reforms
The comprehensive tax reform from the beginning of the 90s also included the area of property tax which was introduced in our tax system on January 1 st , 1992. The tax incomehas been used as the principal source for financing of local self-government units and its significance reflects the fact that the properties cannot be moved elsewhere in order to avoid paying this tax (Mark, Carruthers, 1983, p. 45) .
The property tax is paid on the basis of the property ownership (Popović, 1999, p. 256) . For natural persons, the tax basis represented the product of an average market price of the square meter of the property in the particular local self-government unit, property's usable space, the location coefficient and the property's quality coefficient. The amount of amortizationisdeducted from the calculated value which further significantly reduced the property's value tothe extent much below the market value of the taxed property (Kecman, 2001, p. 120) . At the beginning the amount of amortization was 70% , but following the change of law, this reduction was performed according to 1,5% amortization rate by applying the proportional method. As of 2010, the property's value was reduced according to 0.8% amortization rate by applying the proportional method, with the upper limit not exceeding 40%.There was no need to establish the tax basis for taxing properties belonging to legal persons, since the values of these properties were established in their business records, taking the values recorded on December 31 st of the year preceding the year for which the property tax was being established.
Almost all contemporary tax systems offer to their taxpayers various tax reliefsreducing their tax liabilities (Popovic, 1997, p. 192) . Reviewing the tax system in Serbia, it can be concluded that these reliefs have been established under the influence of various political, economic, social, fiscal, ecological and administrative factors, and ЕКОНОМИКА needed to be modified from time to time (Bahl, 2009, p. 25) . Tax credits significantly contributed to the inequality of taxation system in Serbia. In majority of tax systems, the property tax is linked exclusively to the property's characteristics and it does not take into account the specific status of its owner.The initial tax regulations prescribed that the property's owner with three family members could have a tax credit up to 70%, which was, perhaps, a unique case in the international property taxation practice. Such tax reduction was more the result of the state's welfare strategy, than its taxation policy. The regression was also significant since the taxpayers with the most expensive properties could score the largest tax credit (Аltiparmakov, 2011, p. 90) .The current law, which foresees that only the property's owner is entitled to the tax reduction of 50%, not exceeding the amount of 20.000 RSD,did not mark a significant change in relation to the level of tax credit, which remains considerably high. However, according to some estimates, almost 95%of households in Serbia cannot achieve itsmaximum which has made this tax relief less equitable. Namely, our system of tax reliefs is so comprehensive and "generous" rendering the property tax income fiscally insignificant from the aspect of the entire tax system (Bućić, 2010, p. 31) .
The property tax reformfrom 2011 imposed the restriction in the growth of property tax for natural persons, so the tax liability established for that year could not exceed 60% of the tax liability that was established for 2010. The similar situation was recorded in 2012 when the amount of the tax liability for a certain property could not exceed the tax amount that was established for that property in 2011. These legal provisions were favourable for taxpayers and therefore, these changes in law went unnoticed. However, the income generated from collecting property taxes in Serbia was far less than the property tax income in the countries of European Union.
Mini-reform endeavour related to property taxation
One of the best solutions of the problem related to increasing the local budget is connected to the property tax income since it is considered to be insufficiently exploited in majority of countries worldwide, and, therefore, many countries have made significant endeavours to make considerable changes of their tax system (Ciprian, 2015, p. 66) . The starting point of each tax reform is the calculation of the tax basis and the previous tax reforms in Serbia obviously did not do much in this field. The major flaw was encountered in the calculation of the average market price since none of these reforms used the most reliable parameter for estimating the tax basis for absolute rights transfer tax. In addition, the decision to keep the quality coefficient and high rate of amortization made the overall tax basis rather underestimated.
For many years there had been much talk in the Republic of Serbia about the necessity to launch property tax reform. In 2013, the tax law was finally amended and its application began in 2014. One of the major motivation for initiating the tax reform was the amount of collected revenue which was found to be insignificantly low, almost symbolic (Buzu, Mccluskey, Franzsen, 2012, p. 20) . The reasons for changing the law were related to the issues of integratingthe construction land use charge and the property tax, more equitable distribution of tax liability -proportional to the taxpayer's economic status, enhancing the certainity and predictability of the overall amount of public expenses, as well as decreasing the administrative costs. The law was significantly changed in relation to the subject of taxation and the calculation of the tax basis, while it was left to the local self-government units to further adopt bylaws important for determining the amount of tax liabilities.
The legislator prescribed in details the methods and conditions for passing these bylaws, setting the deadline for their adoption -November 30 th of the year preceding the year for which the tax basis was being determined. In order to achieve the data transparency, the legislator imposed the obligation that these acts should be publicly displayed as legally prescribedand on the Internet web pages of local self-government units.The construction land use charge and the property tax were integrated which left the local governments without a major source of their own funds. The ideal scenario of a simple replacement of the charge with the increased amount of property tax could not be exercised since it was not possible to collect the increased tax liability from the individual taxpayersand have an "all win situation" (Arsic, Vasiljevic, Bucic, Randjelovic, 2004, p. 43) . The process of integrating the charge and tax fees raised many questions related to its justification since the income generated from collecting the charge at the time of its establishing was much higher than the overall tax revenue (Miladinovic, 2015, p. 47) . The reform was aimed at providing tax reliefs for businesses by imposing additional fiscal liabilities on natural persons. The calculation of the tax basis was changed and local self-government units were awarded the jurisdiction to establish on annual basis the average price of the square meter of a particular property on their territory taking into account the method which was prescribed in details in the tax law. The amortization rate was set to 1% on annual ЕКОНОМИКА basis, with the maximum of 40%, but with no obligation to implement it. The property quality coefficient was removed, while the property location coefficient was replaced by establishing the territorial zones in local self-government units. The tax rates remained unchanged, while additional tax reliefs were added. However, the largest charge referred to the method of calculating the tax liabilities of the taxpayers who keep business records, that is of legal persons which are now under obligation to use the method of self-taxation.Asfor natural persons, the major change of the law was concerned with the categorization of properties. Namely, the buildings intended for recreation and vocation, as well as the category"other buildings" were removed from the previous categories of properties, so each of such property needed new classification and new calculation of tax liabilities. Generally speaking, the property tax should be paid foreach existing property, except for the exemptions defined by law. There appeared the problem of an adequate categorization of properties since the tax application form could not provide the insight what type of buildingis being taxed, that is whether the specific building is a summer house, shed, storage, or similar structure, so that they could be classified into defined property categories. Thus, the field inspection showed that some sheds and summer houses could have been classified into residential structures, or some huts and storages into garages. These examples from practice showed that some adjoining buildings used for living were taxed as garages since they could not meet the conditions of residential structures, and therefore, their estimated average price was much lower.
The property tax basis is determined according to the property's usable space and the average price of the propertyin a particular territorial zone. Thus calculated value of the property, except for land, can be reduced for the amortization rate of up to 1%. The property's usable space, which is the subject of taxation,includes: terraces, cellars, storages, lofts, basements, build in balconies and renovated attics. Thus, this law did not make exceptions in regards to cellars,basements and storages which used to be taxed at reduced rate -their full space being now the subject of taxation. The average price of the square meter of the property per a territorial zone is determined by bylaws passed by relevant bodies of individual local self-government units. The average price is calculated on the basis of the price of that type of property, sold in that particular zone in the period from January 1 st to September 30 th of the current year. The law does not regulate the methodology for determining this price and its correct calculation dependson a continuous and timely collection of available data within legally prescribed time frames (Miladinovic, 2018, p. 96) .
In order to determine the average price of the square meter of the property per a territorial zone of a local self-government unit, it is necessary to have at least three sales of this type of property in that particular zone. In case this condition is not met, the average price is determined based on the average price of the properties sold in the bordering zone. The bordering zone may be in the same local self-government unit or in the neighbouring local self-government unit. In case there were no three sales of properties in these zones either, so the average price could not be determined under this condition either, then, the average price from the current year is taken for determining the property tax liability for the next year.
Although this new legal solution for determining the average price may seem simple at first sight, in practice it proved to be difficult. In small local self-government units it is almost impossible to accomplish the sale of three properties from all listed categories, so they cannot meet this precondition for determining the average price of the given category of property. Although the legislator had to find the way to integrate the construction land use charge and the property tax and ensure that the newly established tax liability is not too low to cause alarge debt in the local governments' budgets, itdid not take into account the reallife situation when it decided to use this method of determining the average property price.
The implementation of the long-awaited changes in the calculation of the property tax for legal persons started in 2014. The tax basis for the properties whose values are presented in business records according to the fair value method, in line with international accounting standards, that is, the international standards of financial reporting and accepted accounting policies, represents a fair value of the property recorded on the lastday of the current business year in the legal person's business records. For the taxpayers which do not keep their business records according to this method, the tax basis is established according to the property's usable space and average market price. Certain properties are exempt from this calculation on the basis of their intended use and their accounting value recorded in the taxpayer's business records on the last they of the business year is taken as the tax basis for establishing the tax liability. If the taxpayer presents these properties in its business records separately from the land they are built on, the sum of the accounting values of the buildings is taken as the tax basis for calculating the tax liability, while the value of the land is calculated by applying the average price principle according to the decisions adopted by local self-government units. If the buildings and the land are presented as a whole, then, the value of the land is appraised by a certified expert in the field of construction engineering based on the data recorded on the last day of the business year for the current year. As for the land without built structures, its value is taken as the tax basis for calculating the tax liability.
The issue that could not be avoided in any tax reform is related to calculating the tax basis for agricultural and forest land.Since the annual cadastral revenue was not regularly revaluated, a great number of local self-government units did not establish the property tax liability for this type of land. Absurdly enough, this tax was presented in local self-government units' business records as their expenditure, since the costs of their accounting and collecting were much higher then the amounts of the actually generated revenue. Moreover, there is no reason why this kind of property should not be taxed, as well. Thus, before 2014 the agricultural and forest land represented an unused taxation resource, but then, in 2014, this issue came into focus of the legislator which resulted in the change of the method of calculating the land tax that was incorporated in the new tax law. These novelties related to the new method of calculating the land tax contributed to much higher annual tax liabilities for the agricultural and forest land owners.However, the increase of this tax liability did not mean the increase of tax revenue. The new law provisions contained some inconsistencies which have had a great impact on the taxpayers' decisions related to paying this liability. The examples from practice show that these provisions have some flaws which adversely affect the tax collection and that the categorization of the property from the earlier period seemed to be a more adequate solution. However, although the changes of the tax law very soon started to show some deficiencies, this reform, nevertheless, successfully resolved many problems and anomalies existing in the previous tax law (Kecman, 2013, p. 79) .
ЕКОНОМИКА controversies related to the announced property tax reform
With the development of the new fiscal policy, the property taxation has assumed new, more significant role; now, it does not only serve as the instrument for generating income, but also as an additional means of decentralization (Malme, Youngman, 2001, p. 1) . After a four-year period of implementing a new system of establishing property tax liabilities, the Ministry of Finance published a draft version of the modified Property Tax Law, intended to come into effect in 2019. The previous changes of the law, from the very beginning of its implementation, were met with criticism from both taxpayers and the professional public, so much more was expected to come with this reform, to come sooner at first place.The methodology of establishing the tax basis was changed in the previous law, but the new procedure has created considerable problems to legal persons who applied the self-taxation methodology. In addition, local self-government units also encountered difficulties with establishing the average price of propertiesper territorial zones. Therefore, it is no wonder that that the upcoming reform is in the focus of great interest, particularly of the legal persons and the owners of business premises whose property tax liabilities have been largely increased with the application of 2014 tax law.
New modifications of the tax law are primarily aimed at amending and completing the old provisions which were inconsistent or ambiguous, thus reflecting the intention of the authorities to resolve the problems encountered in the practice in the past four years. The decision to change the property categories and introduce again the category of "other buildings" that would include all the buildings and structures not intended for living or conducting business is welcome as a positive change. Garages and parking places no longer constitute a separate category of property, but were added to another group. However, since garages always belonged to a separate group of properties, the opinion is that they should remain as such and that other auxiliary structures, such as sheds, storages, etc. should be included into the category of "other buildings".
The restrictions related to land taxation remain in force and a large number of land owners will not be paying land tax since their property does not exceed the surface of 10ares.The professional opinion is that only large land lots (over 10 ares) should be the subject of taxation, which is contrary to fiscal logic (Stojanovic, Lapcevic, 2013, p 41) and, therefore, this provision should be changed. If there are no restrictions related to the size of the buildings to be taxed, there should be no restrictions related to the size of the land lots, and, in such a case, the implemented integration of the construction land use charge into the property tax would be justifiable Another novelty in the draft version of the property tax law is the 40% reduction of the tax basis for the buildings whose ground floors are below the land surface, whose adjoining awningstructure exceeds than 10 m2, as well as for the buildings intended for sport, recreational and fair activities. Cellars became the subject of taxation as fully usable space in 2014 tax law. However, since this is the part of the property not used as frequently as other rooms and facilities, it would be logical that this space is taxed according to reduced rate.
The current provisions of the law regulate the moment when a certain tax liability comes into effect, while the modifications of this law also foresee the conditions for terminating this obligation. Due to frequent confusions arisen in practical application of these provisions, the working draft of the new law more closely describes the situations when a tax obligation is assumed and when it ceases to exist. However, the new provisions do not clarify a dilemma related to meeting the conditions for taxing the property in terms of its furnishing, as well as in what cases a property ceases to exist and is no longer the subject of taxation.
One of new solutions found in the draft version of property tax law is related to the tax rates for establishing the property tax liability of natural persons. The progressive rate remains in effect, bit it is now reduced for the properties whose tax basis exceeds 10.000.000,00 RSD. If these provisions are adopted, this rate will be 0,40% for the tax basis of up to 50.000.000,00 RSD, that is 0,5% for the tax basis exceeding 50.000.000,00 RSD. The legislator's intentions in this case are not quite clear since natural persons who own more valuable properties should be paying larger taxes. However, this provision puts such taxpayers in a favorable position.
The draft version of the new tax law no longer foresees a possibility that the tax basis for legal persons can be a fair value, but it is now calculated as the product of the property's usable space and the average market price, reduced for the amount of amortization. Thus, the methodology of calculating the tax basis for legal persons became equal to the one used for natural persons, but the provisions regulating a special category of properties for which the tax basis is determined according to their accounting values, still remain in effect.
The practical application of the property tax reforms have shown that very often it was difficult to implement them in real life (Slack, Bird, 2014, p. 2) . As soon as this working draft was made public, it received a lot of criticism, causing it to be replaced by the second working version after two months. However, there is a great probability that this second version will be the final one since the beginning of its implementation is foreseen for January 2019.Majority of the changes that were proposed in the first working version of the new tax law were removed from the second draft, so it can be concluded that there will be no radical changes of the current law related to the method of calculating the tax basis. This means that the key deficiencies encountered in the current law will not be eliminated and the amounts of tax liabilities will remain almost unchanged in the next years.
Another tax law novelty is that paths, parking places, polygons, fences, garden pools, fountains, garden fireplaces, children's playgrounds, etc. will become the subject of land taxation. The new provisions describe in more details the property's usable space, while in the property categorization, the phrase "other land' replaces the phrase "other buildings". It is going to be very difficult to determine the average price of "other land" since in practice, during sales, this land has never been distinguished from other types of land: construction, agricultural or forest land. As for the land without built structures which is used for growing plants, tree seeding and landscaping, the local selfgovernment units are given a possibility to decide whether they will tax it as agricultural or forest land. One of the changes which will definitely provoke critical remarks and dissatisfaction among taxpayers is related to taxes on unfinished buildings, that is the properties under construction which have a roughly built frame structure. Bearing in mind that there is a great number of such properties in the Republic of Serbia which have been left unfinished for a long time, this decision is justifiable from the aspect of a fair taxation policy, particularly if we take into account that the current provisions of the property tax law foresee taxes on ruined properties.
It was expected that the new property tax reform would resolve the problems that the local self-government units have been facing in the previous years; however, the proposed working draft of the modified law does not reflect such intent of the legislator.
conclusion
The aim of every property tax reform has been to improve the existing taxation system so that it can generate a larger income and thus contribute to a larger financial autonomy of local self-government units. The results of the initial reforms had positive financial effects, but still insufficient to achieve formerly set goals. The application of new legal provisions pointed to the necessity for further reforms of the tax system aimed at rather more accountable management of fiscal policy by local self-government units and creating the budget aimed at more rational planning of revenue and expenses.
The previous modifications and amendments of the tax law brought the cancellation of the construction land use charge, which was a big change in the financial system of local self-government units. Before its integration into the property tax, natural persons generated larger tax income, while the legal persons generated larger income from construction land use charge.
The current situation shows that natural persons now have larger tax liability, while legal persons' annual tax burden is decreased compared to the period when this liability was established.
Today, the average price of the property's square meter is different depending on the category ofthe property it belongs to, while the former law recognized only one average market price applied to all types of properties. The cancellation of the corrective quality coefficient which contributed to lower tax basis resolved the problem of reduced tax basis, but not in the way to justify the integration of construction land use charge and property tax, particularly when it comes to the fact that the land lots not exceeding 10 acres are still exempt from taxation.
The methodology used for establishing an average market price of certain categories of properties was designed for "ideal conditions" which practically do not exist. In the Republic of Serbia , there is a number of small local self-government units which have difficulties in meeting the legislator's conditions of an average price based on at least three sales of a certain category of properties during a certain period of time. Although the legislator foresaw the existence of such cases, the question remains whether the average pricescalculated in this alternative way are realistic and justified in less developed regions.
The decision that all local self-government units are under obligation to publish all parameters used in establishing the property tax liabilities for the following year until November 30th of the current year, is viewed as a positive change. The new method of establishing the property tax basis for natural persons and the new tax application forms which were modified as a result of the cancellation of the quality coefficient, facilitated the process of recording new taxpayers by expending the scope of properties due for taxation. As for legal persons, the change of tax application forms resulted in many problems and after a four-year period of applying the self-taxation procedure, there is still a large number of taxpayers whoare submitting incorrect or incomplete applications which entails a comprehensive tax inspection. Also, there has been a number of cases of the abuse of the "fair value' principle, since this methodology was not correctly presented in the taxpayers' business records.
The first proposed draft version of the property tax law has positive aspects in terms of introducing the category of "other buildings", as a separate category of properties which would provide a more equitable method of taxation in terms of their looks and usability, but explanatory provisions could bring many problems in their practical application. The removal of the "fair value" principle in taxation of legal persons' properties is viewed as a justified solution that can prevent the abuse of its arbitrary application for the purpose of decreasing tax liabilities.
The second draft version contains very few changes compared to the current law provisions which sends a clear message that the legislator is not ready to implement a serious reform of the property tax law. The introduction of the category of "other land" will not contribute much to the increase of tax income, since this provision will be almost inapplicable in practice. The financial effects of the decision to tax unfinished buildings will not be immediately noticed, butit could bring positive outcomesif theseprovisions are strictly implemented in along term period and if they are equally applied to all taxpayers who own this category of properties.Given the fact that the price of the construction land is much higher than the price of agricultural or forest land, the decision to apply the price of agricultural and forest land for determining the tax basis for the land without built structures used for growing plants, tree seeding and landscaping, is reasonable.
The implementation of the modified and amended tax law provisions has shown their both positive and negative sides pointing to the fact that there is still place for some improvements, that is for the new reform of the property tax system in the Republic of Serbia.
